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Israel’s F‘orergn Debt '
And Soanngalnﬂatlon
Perll Nation's Securlty

Steps to Deal With Them
Risk More Polarization;
o Peres Wlll Meet Reagan

Dlsadvantage of Democracy

- By Gary PU‘I’KA
Stq!f Repor:er 0f THE WALL STREET JOURNAL
JERUSALEM-For years Israeli govern-
ments have kept this nation’s economic dis-
ease from having serious political repercus-
sioms ‘This ‘may no longer ‘be -possible,
~The new govemment of Prime Minister
, Shimon Peres has mn.de the economy its
first priority, ahead of withdrawing troops
from Lebanon or trying to improve relations
with Egypt. It has: a.lready initiated an aus-
terity plan. And next week; less than four
weeks after taking office, Mr, Peres travels
to.Washington to seek American help. -

-'But many who have studied the debt-
laden and hyperinflationary economy say

that that won't be enough: Unless stronger |.

steps are taken; some .analystg p ct, Is-
raelinayearortwowﬂlbe 2]
‘llnterest on its Eorelgn  debts. - i
Although more; thanhalf o lsrael's 824

" billion debt i in relatively frieidly haids—

, tional negotratlons

“the {U.S. government and ‘holdérs of Israel
Bonds—a loan default would require interna-

1 less lead to belt-tightening measures so in-

tolerable to many Israelis-who are sed to
‘a steadily rising standard of living—as to
threaten the stability of Washington S clos-
est ally in the Middle East. - - -

S Very Rough Patch’.-

- In fact, stabilify could be threatened by
any'actions strong enoigh to right.the econ-
omy and avert a foreign-debt . crisis.
“They're headed for 4 very rough internal
patch,” says Richard Viets, a former U.S.
envoy to Israel:who just completed a stint as

. ambassador to-Jordan. “*Very fow people re-

alize the kind of Draconlan measures that

. will ‘be needed.” -

- Even under the current austerity plan,

. 4pr1vate forecasters predict record unem-

.

" ployment and inflation. In that event, an al-
ready polarized soclety could be fiirther torn

. .apart. Hard times in the’ Israeli-occtipied

‘territories, for. example;” could-fan”resent-
ment in an Arab population whose lving
swndard 1s already
norm.

’I‘hroughorﬁ the coumry “there will be un-
-employment, social unrest and everything
that attends austerity,"” says Amnon Rubin-
stein, Israel's new minister of communica-
tlons. “There willprobdbly be some vio-
lence. We hope it can be avoided.”*

Until now at least, the government has

P i

seemed unable ot unwilling to control spend- |
ing. A year ago Jerusalem announced '

spending cuts of 5% to 6%, cuts that many
in the government concede were never ef-
fected because strict’ controls weren’t im-
posed. *'I belteve we are living in the middle
of a terrible fiction,” says Daniel Doron,

who Tuns the Center for Social and Eco- |-

nomic Progress in Tel Aviv. “There is no
real budget: A lot.of the process is out of
control. The teachers strike ‘one day, and
suddenly an excepﬂon is made. With infla-
tioln this high, you're navlgatlng wlthout sig-
nals.'
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ds to.an ‘ganual inflation rate of ‘more
500%. . Thie Ehekel-has depreciated.75%
igﬂnst the U.B. dollar this year. Unemploy
mentrls approaching 6%, -
e economic 'troubles’ may harm Is-
mluta.ry preparedness: The new aus-
ter!ty package"includes ‘Guts ‘of about $350
million in the natlon 5. 343 billion defense
.. budget, "and _further .cuts_could. come next.
year. Such reductions might narrow Israel’s
rrpﬂitary edge qver its Arab adversaries.

< Until yestefday. Israelf’ ofﬂcials had satd
that Mr. Perés would seek emergency finan-
cial ald ;.rom r¢sident Reagan next week— -
im& the, U.8.  already -subsidizes. Istael
A Billion ingrants "ear-
i tryin 1985, Mr.. Peres
eyer;, ‘that he ‘wouldn't
seek"“beggars assistance " "Aldes™to, the
Prie minister sifd he‘would instead“seek
long-range restructurlng of the U'S. aid pro-
g'ram Mr. Peres. declared, *'Healing -the

. ecbnomy I see, jas”a” purely lsraen mis-

slon |
B°"°Wlns and GNP 4= - rn e

" -uIsrael faces economlc dangers on severa.l

fronts. Its forejgn borrowings are growing at
the rate of about $2 billion a year. They now
are as large iis‘its gross hational product.
" With debt service eating up 40% of the na-
- tional budget, worries are growing that Is-
raél won't be able to bear the burden much
longér -Israeli government officials say that
forelgn banks have been unwilling to extend

redit to ‘Israel for :the-last. half-year,
lﬁey have negouated -rollovers’ and Is-
;.borrow from other

; sYJ'uroes.t“u:

. Méanwhile, lnﬂatlon and the decline of
the shekel have prompted Israelis to franti-
ca.lly ‘buy dollars to‘protect their purchasing
" power,. thus ‘draining foreign-currency - re-
serves. ‘Central-bank- holdings® ‘of foreign |
cash ‘a benchmark. of a country’s ability to |-
. honor forelgn labilitles, have-dropped well
over 50% this'year, to $2.1 billion. In an ef-
fort to halt the decline, the government has
Jjust banned, for siX months, the import of a
variety of’ consumer goods ranging from
chocolate to various electrical appliances.
>'-“We are in a situation similar td Mex-
1co's two years before its crisis,”” says Assaf
Razin, an economist at Tel Aviv University.

- thmueo/—
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. cludes $1 billion in projected annual budget

- dies. The plan'looks tough, but doubts re-

- lar events in the last year.

" Polls show that half the country favors giv-

_other half doesn’t.
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Ailing Economy: Foreign-Debt Burden and Inflation
Imperil Israel’s Security; Remmedies Risk Polarization
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they could increase to dangerous lévels."

Stanley Fischer, a professor at the Massa-
chusetts Institute of Technology who has
studied the Israeli economy for the, US.
State Department, says that the ‘““trouble
will comé*Wwhen they ‘can’t renew loans or
borrow from commercial sources.” Foreign
banks are currently rolling over, on an an- |
nual basis, bétween $4 billion and $5 billion
in short-term loans. .

Yitzhak Modai, the new finance minister
has announced the new austerity plan. It n-

cuts, increases in taxes and in charges for
public services and reductions in food subsi-

main about whether it is enough and
whether the government can make the
budget cuts. stick. LI '
“If budget cuts were [to be effective],
they would [have to] be on the order of $1.5
billion to $2 billion,” says Mr. Razin of Tel
Aviv University. “With smaller cuts, the
present dangerous trend will continue.”
Mr. Fischer of M.IT. says that the
budget cut needs to be at least as big as Is-
rael’s .current-account deficit to do ‘any
good, because this figure represents the
amount Israel needs to borrow to keep its
economy afloat. Last year the deficit in Is-
rael’s current account, the balance sheet re-
flecting the payments for goods and services
and the dividends and interest on invest-
ments, was $2.2 billion. T .
““I agree with those who say this [budget
cut] fsn’t enough,” Finance Minister Modai
says, “but this is the middle of -a budget
year and lots of advance commitments have
been made. We will need to cut even deeper
next ‘'year.” :
Inflation is spiraling higher. Mr. Modai
says that the austerity plan will mean Sep-
tember-October price increases of more
‘than 20% in each of the two months, which,
compounded, mean an annual inflation rate
of about 900%. Price.increases this astro-
nomical could threaten the social order. Is-
rael has had riots before over much smaller
price increases, and food hoarding and pan-
icky buying of the dollar have become regu-

Furthermore, austerity is coming to an
Israel that is more deeply divided than at
any other time in its history. In the recent
election, the nation split itsvotes equally be-
tween ‘the rightist-nationalists who have
ruled Israel for the last seven years and the
socialists led by Mr. Peres's ‘Labor Party.

ing up occupied territory for peace, the

Likely to be squeezed hardest by the belt-
tightening are the poor, and the poor in Is-
rael have voted strongly against Labor and
Mr. Peres in the past. They have identified
with activist movements that favor Israeli
settlement on the West Bank of the Jordan
River, ’ :

‘“The types of measures that are coming
will bite first and foremost at the very class
of people that have supported the rightist
and religious [parties),” says Mr. Viets, the
U.S. diplomat. “‘“They know how to act.
There will be unemployment on a major
scale. And as subsidies are cut back, there
will be a surge of prices. That spells for me
social upheaval.”

Some Israeli officials say that Israel is in
a better position than other debtor states
because it owes most of its debt to lenders
who are friendlier than commercial banks.
Of the $24 billion foreign debt, the U.S. gov-
ernment holds $10 billion. :In addition, some
$4 billion is owed to buyers of Israel Bonds,
mostly the American Jewish community.

R

Gad Yaacobi, Israel's economics minjs-
ter, says that asking for forgiveness of some
of the U.S. debt has been discussed in Israelj
“I am not for it,” says
Mr. Yaacobi, “It would hurt the financial
credibility of the state,” Renegotiating the
U.S. debt and asking Israel Bond buyers for
on interést payments are
Cy valves that could pre-

government circles.

a “moratorium’
Potential emergen
vent a Latin American type
. -But Israel also

ment cannot impose

Nearly everyone in the oom{
dealt with earlier. W

Although Mr. Peres's new gove
soclalist-rightist “nationa} ~u§1°ty"mr¥11:; tlg
2 voter backlash, it is
may - be, burdened with
considerable interna} bickering, Some of the
2 cabinet ministers have already criticizeq

’and opposed cuts

less vulnerable to
cumbersome and

3

the economic program
from their budgets, - "

has some disadvantages
that some other debtor states
is a democracy, meaning"that"its ‘govern-
A austerity. measures
without facing retribution 4t Sthe polls

grees that
that is one reason'the prob) ik

““Each side will try'to shiff responsibility
for the painful parts of E‘?E program to the

of debt crisis.
don't face, It

Egkyen:t been

other side,” says Emmanuel Gutmann, a po-
litical-science professor at Hebrew Univer-
- Sity in Jerusalem. Mr. Gutmann thinks the
government will probably be able to execute
its economic plans but may face gridlock on
other issues, such as the settlements in the
occupied territories. 5 e s
.- The Israeli public has high economic ex-
" pectations. With a per capita incormie of 36,

000, or half the U.S. average, most Israelis
don’t lead what Americans would call a lav-
ish life style. But they have experienced an
almost unbroken rise in their standard of
living in the last 10 years, including an 8%
rise in real income in the last two years.
One in eight took a foreign vacation this
past summer, and for most of this year the . )
sales of cars, television sets and other lux- '

R,
ury goods were soarin
prices. .
“The ecohomy? It's terrible,”

¥

g despite climbing

says |

quest for increased aid. But in the end, few
believe that the U.S. will balk at a'batlout, if

{ $15,000. Nice, no?”

‘| Beersheva, says that he knows the economic

his retirement.

Shlomo Etzion, as he steers his brand-new
Mgrcedes-Benz taxi past a truck on the Tel
Aviv-Jerusalem highway. “But my business

necessary, for its ally.

7
That the belt-tightening will weaken Is.

rael is a rea) possibility, Speaking of the de-

is fine. 1 went to Luxembourg for the car— | fense-budget cuts contained in the new aus-

C Yaacov Orenstein, a re-
cently retired water-company worker in

situation in Israe)

is bad but that he hasn’t
changed his plans

to build a new. house for

- foLoapT oy
U.S. officials have said they want to
see evidence that Israel is serious about

terity package, Israeli Defense Minister
Yitzhak Rabin says:
reduce Israel's defense capabilities. By how
much, I'm not in a

“No doubt the cuts wi}

position to say."
In the long run says Mark Heller of the

Jaffee Center for Strategic Studies ‘in Tel
Aviv, Israel may have to forgo high-technol-
0gy projects such as the development of its
new_Lavi jet fighter,

which is costing be- .

belt-tighteningzbgfom they say yes to any re-

[tween $200 million .ang
>+ But the Lavi {s a

resolved with few reductions,

any choice,’
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$300 million a Yyear.

] Pet project of former—
| Defense Minister Moshe Arens and the po::'

and almost every other
government expenditure jn Israel In?l,re next
two years, In the past, the fights have been

"I admit that our past failyres don't en-
Courage you to believe there will be a suc-
cess this time,” says Mr. Modat. “I give you
Jjust one argument: This time we don’t have
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